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Introduction
Goldsmith in his well known 1969 text states that "one of the most important problems in the field of finance, if not the single most important one, ….is the effect that financial structure and development have on economic growth" (p. 390). 1 Centuries of economic underdevelopment of the Muslim world, as illustrated in Kuran (1997 Kuran ( , 2003 Kuran ( and 2004 , is deeply intertwined with the manner in which Islamic financial intermediation has evolved over the years.
2, 3, 4 Whilst the causal factors are 3 complex, the following factors have likely contributed to the issues undergirding the 'divergence' in the economic development of some Muslim countries. First, juristic interpretation (Ijtihād) in the area of commercial transactions has failed to advance Islamic Law beyond the customary practices ( c urf) which were incorporated in the early era of the Prophet (PBUH) and the two generations after him, i.e. that of the pious predecessors (al-Salaf al-sāli'hīn). Interlinked to this is the controversial issue of the 'closure of the gates of Ijtihād' (see Hallaq, 1984 , for a survey of this debate).
5
The fact that Sharī c ah (Islamic Law) scholars insist on emulating the classic financial instruments derived by employing subterfuges ('hīlah or 'sharī c ah -arbitrage') reinforces the view that Islamic financial contracting is still embedded in a medieval worldview (see El-Gamal, 2006; and Khan, 2010 (Pareto-optimal) over both pure debt and pure equity structures.
11
It is also advocated as a primary funding vehicle, as well as a work-out one in the current financial crisis (see Ebrahim et al. 2011) . 12 We elaborate the structure of this facility in Section II, and rationalize its employment from the Sharī c ah perspective in Section III. Section IV provides the concluding remarks.
Elaboration on the Array of Hybrid (Structured) Financial Facilities
Hybrid securities range between the two extreme forms of financial intermediation, i.e. ribawī debt and residual equity. Debt in the jargon of finance is 
Rationalizing the PPI Security from an Islamic Perspective
There are several hermeneutic approaches which could be employed to rationalise the employment of PPI in a Muslim financial intermediation system. The most widely accepted, which is adopted for the purposes of this paper, is the approach (1982), could also be employed to justify PPI; approaches such as these aim via historical criticism to extract the principles that underpin Qur'ānic ethico-legal injunctions and then apply these to realities which the Muslim community faces in modern times. 21 Whilst such approaches can afford a more coherent and robust justification for financial instrument like PPI, they are at the same time more intricate which renders them inappropriate for a paper of this scope.
Usūlī-rationalisation of PPI:
For this, we resort to the following principles of classical Islamic legal theory:
One -The Sharī c ah aims at securing benefits (jalb al-masāli'h) and preventing
harm (daf c al-dharar):
According to the majority of jurists and theologians, the Sharī c ah is inherently rational in both its prescriptions and proscriptions. Often the Qur'ān provides the rationale for its positive and negative rulings, such that the proscriptions of drinking wine (khamr) and gambling (maysir) are aimed at warding off hostility and division: This being so, any case requiring a legal ruling should be evaluated on the basis of its associated benefits and harms. Where the benefits outweigh the harms, such a case may legitimately be regarded as permissible; in contradistinction, where the harms outweigh the benefits, a case may be judged as impermissible. Since harms and benefits are variables which are dependent upon the three factors of time, place and person, this process must be constantly subjected to review.
Thus, we rationalize the permissibility of PPI in accordance with the principle of securing benefits (jalb al-masāli'h) and preventing harm (daf c al-darar).
The principle of permissibility (qā c idat al-ibā'hah) may also be invoked to support PPI, but it should be made clear that it is most relevant when a new case has not had an opportunity to be subjected to juristic analysis. This principle has been extracted by the inductive method and is based on several verses of the Qur'ān:
We have subjugated to you all that is in the heavens and the earth (Q.45:13).
He it is who created for you all that is on the earth (Q.2:29).
Allah has explained to you in detail what is forbidden to you unless you are compelled to it" (Q.6:119). Green (1984) , have argued that participating clauses and other forms of financial innovations also mitigate this issue by allowing the financier to share in any windfall that the manager-entrepreneur receives. 33, 34 A second type of agency problem associated with ribawī debt financing (or banking-murāba'hah or tawwaruq facility) is referred to as the under-investment problem (see Myers, 1977) . 35 Here, manager-entrepreneurs are motivated to reject positive Net Present Value (NPV) investment proposals if the wealth enhancement associated with the venture accrues mostly to financiers. Bodie and Taggart (1978) and others have argued that financial innovations in the form of participation clauses can be employed to mitigate this issue. 36 Thus, employment of PPI can be used to mitigate the endogenous agency cost of debt more efficiently than an interest bearing debt facility or contemporary 'Islamic' ones of banking-murāba'hah or tawwaruq. This alleviates the inherent conflict of interest between manager-entrepreneurs and financiers.
And Allah will not mislead a people after

Conclusion
This article recommends the employment of a Preferred Participating Ijārah 
